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CenturyTel of the Midwest-Kendall (“Kendall”) hereby applies to the Public
Service Commission for approval of the Alternative Regulation Plan (“Plan”) attached hereto as
Exhibit A under Wis. Stat. § 196.195(12). In support of this application, Kendau states as
follows: |

1. Kendall is a wholly-owned indirect subsidiary of CenturyTel, Inc., a
holding company which owns and operates primarily rural local exchanges. CenturyTel
provides local felephone service to many rural areas of the country, many of which have been
viewed as less desirable by other, larger local providers. CenturyTel’s objective is to enhance
the quality of basic local exchange service in these areas, and to introduce advanced services to
customers who would otherwise not have access to such services.

s 2. In 1998, Kendall acquired 19 local exchanges and 85,000 access lines
from Ameritech. Before that acquisition, Kendall operated a single exchange on a traditional
regulated rate of return basis. Today, Kendall operates its 20 exchanges and 94,000 access lines
on that basis. ‘

3. Telecommunications utilities were put on a path to a competitive
telecommunications market by the enactment of 1993 Wisconsin Act 496 (“Act 496”). In Act
496, the legislature enacted a new regulatory model to manage the transition from regulation to

competition as the primary means of delivering telecommunications services. Act 496 includes a

provision to allow a telecommunications utility to file a regulatory method alternative to
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tradiﬁoﬁal rate-of-return regulation. Wis. Stat. § 196.195(12). The Commission is obliged,
under Wis. Stat. § 196.195(12)(b)3., to regulate telecommunications utilities “with the goal of
developing alternative forms of regulation,” and “shall, by order, develop and approve an
incentive regulatory plan for each telecommunications utility to implement this subsection.”

4. Currently, Kendall is operating at a revenue deficiency of about $1.7
million. Exhibit B contains an analysis of Kendall’s current revenue requirements compared to
its current rates using the Commission staff’s ECC model. As shown in Exhibit C, Kendall’s
access rates are also below the Commission’s benchmark access rate. Although Kendall by law
must be provided an opportunity to earn a reasonable rate of return on its net investment rate
base, Wisconsin Tel. Co. v. PSC, 232 Wis. 274, 330, 287 N.W. A122, 130 (1939), Kendall is
willing to forgo seeking a rate increase (i.e., continue to operate with a revenue deficiency), with
approval of its proposed alternative regulation plan. Kendall believes that it will be able to make
its revenue grow as a result of moving to the proposed altemative regulation plan.

5. The Commission in its October 31, 2001 Final Decision on Kendall’s
October 23, 2000 petition for a rate increase, determined that “Kendall may not file for
alternative regulation until it has completed another rate case in the future.” Final Decision at
35, Application of CenturyTel of the Midwest-Kendall, Inc., for Rate Increase and Petition for
Emergency Order for Rate Increase, Docket No. 2815-TR-103, October 31, 2001. Kendall seeks
a waiver of this requirement based on its willingness to forgo recovery of its revenue deficiencies
through another rate increase with approval of the Plan.

6. The Plan articulates incentives that will help achieve Act 496’s identified
goals such as promotion of competition and achievement of high quality of service standards and

commitments to infrastructure investments. Wis. Stat. § 196.195(12). Specifically, the Plan
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outlines the follovﬁng incentives: pricing flexibility, freedom from earnings reviews, and
increased pricing flexibility to respond to competition. In exchange, Kendall will be subject to
quality of service standards, commitments to infrastructure investments, and commitments to
competitive market measures in its serving areas.

7. In addition, the Plan contains the following measurements to be used to
evaluate the Plan’s effectiveness in meeting the goals: filing of price changes with the
Commission, meeting with Commission staff as necessary to ensure compliance with service
quality standards and infrastructure commitments, monitoring of infrastructure development,
filing of annual reports, and filing of tariffs.

8. Competition has already begun in Kendall’s service area, facilitated inpart
by already filed wholesale tariffs and {n part by interconnection agreements with other providers.
Resale competition includes Telephone Associates in Superior and Ashland. UNE (unbundled
network element) based competitor Bayland operates in Oconto and Oconto Falls. This
competition appears to account for a substantial part of the revenue deficiency that Kendall is
experiencing compared with revenues estimated for Kendall during the recent rate case. One
good indicator of the effect of competition is the shortfall in access lines in service. Kendall
currently has 91,394 access lines (October 2002), down 3% from 94,262 access lines at the end
of 2000. In the rate case, Kendall’s basic local revenue was estimated by the Commission to
grow at a rate of 3.75% from the base in 2000, through the 2001 and 2002 test years. A decline
of 3% in contrast to two years of growth at 3.75% per year leads to a total difference of over
10% compared to 2002 test year estimates.

| 9. Moreover, the structure of the Plan and the statutory sections proposed for

suspension in the Plan are consistent with other recently approved alternative regulation plans.
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See, e.g., Final Decision, Application of Badger Telecom, Inc., for Approval of an Alternative
Regulation Plan, Docket No. 300-TI-101, February 5, 2002 and Final Decision, Application of
Mid-Plains, Inc., for Approval of an Alternative Regulation Plan, Docket No. 3650-TI-107, June
28,2002. In fact, Kendall relied specifically on these approved alternative regulation plans as
models for its Plan.

WHEREFORE, Kendall respectfully requests the Commission to approve the
attached Alternative Regulation Plan.

Dated this 20™ day of November, 2002.

FOLEY & LARDNER

g £ . basped

Br'adLe} D. Jackson
Amy K. Kasper

Attorneys for CenturyTel of the Midwest-
Kendall, LLC

Foley & Lardner

150 East Gilman Street

Post Office Box 1497

Madison, Wisconsin 53701-1497
Telephone:  (608) 257-5035
Facsimile: (608) 258-4258
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Exhibit A

BEFORE THE
PUBLIC SERVICE COMMISSION OF WISCONSIN

Application of CenturyTel of the Midwest — Kendall, Inc. )
For Approval of an Alternative Regulation Plan )

CenturyTel of the Midwest — Kendall (Kendall) submits the following Alternative
Regulation Plan (Plan) under Wis. Stat. § 196.195(12) for approval by the Public Service
Commission of Wisconsin (Commission).

CenturyTel of the Midwest — Kendall
Alternative Regulation Plan

S
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1. Goals of Plan.

1.1. Continue to embrace the evolution of a competitive telecommunications market in
CenturyTel of the Midwest — Kendall’s territory.

1.2. Provide additional pricing ﬂexibilify and other regulatory flexibility to Kendall.

1.3. Continue to track CenturyTel of the Midwest — Kendall’s investment in the
infrastructure of the network to provide its customers with a high quality network to
meet their telecommunications needs.

1.4. Ensure that a high level of service is provided to Kendall’s customers.

1.5. Continue to advance consumer choice and local economic development through the
provisioning of services to other telecommunications service providers who can offer
new and/or different services to consumers within Kendall’s serving territory.

1.6. Foster the productivity and efficiency of Kendall’s operations in a competitive
market place.

1.7. Preserve universal service by improving Kendall’s ability to deliver essential
telecommunications services.

2. ‘ Term and Termination.

2.1. The Plan will be effective on the 1stday of the month that is 45 days following the
issuance of the Commission’s final order approving the Plan (herein referred to as
“effective date” or “anniversary date”) unless Kendall withdraws its application within 30
days after issuance of the final order, and will continue until Kendall terminates the Plan
or the Commission terminates the Plan due to Kendall’s noncompliance with the Plan’s
terms.

2.2. Kendall can terminate this Plan at any time after the effective date by filing a letter
with the Commission, which does not need the Commission’s approval. Upon
termination of the plan, Kendall can return to the level of regulation that it was under
prior to the plan or any other form of regulation that it may so qualify for and elect.
Kendall shall not be subject to an investigation of its earnings as a prerequisite to
returning to prior regulation or any other form of regulation unless required by statute or
rule goveming the election of any other form of regulation.

2.3. Kendall may make mid-course Plan modifications and clarifications to address rate
structure changes and specific unforeseen developments. Kendall shall file such
midcourse modifications and clarifications with the Commission for its approval.



2.4 A Commission determination pursuant to Wis. Stat. § 196.195(2) may be made for
one or more services at any time during the Plan allowing for further deregulation of a
service governed under this Plan.

3. Classification of Services.

3.1. Kendall’s services will be classified in the following categories.

/

3.1.1. “Basic Local Exchange Service” is the service as set forth in Wis. Stat. §
196.01(1g).

3.1.2 “Intrastate Switched Access Services” are intrastate exchange access
services that offer switched interconnections between local telephone subscribers
and long distance companies, and include charges such as carrier common line,
local switching, information surcharge and local transport.

3.1.3. “Other Essential Services” are the services as defined in Wis. Admin. Code
§ PSC 160.03(2).

3.1.4. “Other Services” are all other services which are not categorized in 3.1.1,
3.1.2 or 3.1.3 including new telecommunications services as defined in Wis. Stat.
§ 196.19(1m)(a).

4. Pricing Structure.

4.1. General

/

4.1.1. Prices, terms, and conditions for services listed in 3.1.1, 3.1.2, 3.1.3 and
3.1.4 herein and in effect as of the effective date of the Plan shall be
deemed just and reasonable pursuant to Wis. Stat. § 196.03(6).

4.1.2. Kendall shall continue to file tariffs for services it offers that are listed in
3.1.1, 3.1.2 and 3.1.3 to ensure compliance with the provisions under this
plan, and for services listed in 3.1.4 for informational purposes only.

4.1.3. Kendall will provide supporting documentation with each price change
filing when requested by Commission staff to demonstrate that the price
change complies with the pricing rules. Proposed changes will be
effective as specified in the tariff and will remain in effect unless the
Commission determines within 60 days that the filing violates the pricing
rules.

4.1.4. If Kendall bundles local exchange service with any other service (e.g.,
long distance, Caller ID, internet), the bundled package can be offered to
all types of customers, and will be priced and regulated pursuant to 4.5.1.



4.2. Pricing of Basic Local Exchange Services.

4.2.1 Beginning on the effective date of the Plan and continuing for the life of the

422

423

424

Plan, Kendall may adjust rates for the services listed in 3.1.1 up to the
maximum allowable rate as set forth in 4.2.1.1. through 4.2.1.3 Rates may be
adjusted twice a year (i.e. two times between anniversary dates).

4.2.1.1 Kendall may increase any basic local service rate by up to 5 percent per
year, if the revenue effect of that increase is offset by a decrease in one or
more other rates for basic local exchange, intrastate access, or other
essential services.

4.2.1.2 Kendall may raise rates by an additional 5 percent per year, without being
subject to Commission review of the increase, except as outlined in this
Plan. This increase may be deferred for up to three years for a maximum
of 15 percent.

4.2.1.3 Rates may be increased by any additional amount over and above that
allowed in 4.2.1.1. and 4.2.1.2 but subject to Commission review of the
rate increase. The Commission may only investigate the proposed rate
increase to determine if it is appropriate in light of rates charged by other
carriers for comparable services taking into account calling scope, quality
of service, availability of competitive alternatives, service costs, and the
features available to customers.

4.2.1.4 Kendall shall give the Commission a 60-day notice and customers a 30-
day notice of rate increases.

ECC rates are capped for the life of the Plan subject to (1) a showing that such
rates are below TSLRIC, (2) changes in state law affecting ECC rates, or (3) a
Commission decision affecting ECC rates.

The portion of rates representing TEACH assessments shall continue to be
governed by Wis. Stat. § 196.218, and is not controlled by or calculated as any
part of any changes detailed in 4. Also, exogenous adjustments detailed in 8 are
not controlled by or calculated as any part of any changes detailed in 4.

As many times it so chooses each year, Kendall may decrease the price by any
amount for any Basic Local Service on a 1-day prior notice filed with the
Commission, as long as the rates are not below the TSLRIC price floor of
providing the service. Such a decrease may cover part or all of Kendall’s serving
area.



4.2.5 Kendall may alter the rate structure (e.g., flat rate, local measured service) for any
Basic Local Exchange Service on a 10-day prior notice to the Commission,
provided that the preexisting rate structure continues to be offered to customers
except as detailed in §4.2.5.1.

4.2.5.1. Kendall may implement non-optional measured service only after
giving customers a 60-day notice with an opportunity to petition. Unless
approved by the Commission, Kendall will not implement non-optional
measured local service if it receives petitions from 20% of end-user
customers opposing the implementation of non-optional measured local
service. Other non-optional rate structure changes are permitted subject to
Commission approval.

4.2.6. While this plan is effective, Kendall’s Basic Local Exchange Service rates
for residential customers shall not be more than its rates charged to small business
customers with 3 access lines or less in the same exchange.

4.3. Pricing of Intrastate Switched Access Services.

4.3.1 In all other regards except those stated within 4.3, the Commission may not
review or set rates for Kendall’s intrastate switched access services.

4.3.2. During the term of the plan, Kendall may lower its intrastate switched
access services below the benchmark levels set in 05-TR-103 as long as
these rates are above TSLRIC.

4.3.2.1 Kendall is not required to file TSLRIC studies with the
Commission unless it chooses to do so or if requested by the
Commission.

4.3.3. Ifitis determined during the term of the plan that existing intrastate
switched access rates are below TSLRIC, Kendall shall increase access
rates up to the TSLRIC level.

4.3.4. During the term of the Plan, Kendall may increase its intrastate switched
access rates that are below the 05-TR-103 benchmarks if revenues from
such increases are offset by revenue decreases from other intrastate
switched access services.

4.4. Pricing of Other Essential Services.

4.4.1. Beginning on the effective date of the Plan and continuing for the life of the
~ Plan, Kendall may adjust the rates for each service listed in 3.1.3 up to the
maximum allowable rate as set forth in 4.4.1.1. and 4.4.1.2., or the maximum rate
approved by the Commission in waivers of percentage limitations pursuant to
Wis. Stats. 196.215(2g)(b), but no higher than the maximum rate approved in



5.

waivers of percentage limitations pursuant to Wis. Stat. § 196.215(2g)(b), if such
waivers exist. Rates may be adjusted twice a year (i.e., two times between
anniversary dates).

4.4.1.1. On the effective date of the Plan, the maximum allowable
rate for each service listed in 3.1.3 will be set by raising the current
rate by 15 percent.

4.4.1.2. On the first annual anniversary date of the Plan, the
maximum allowable rate for each Other Essential Service rate
element will be set by increasing by 15 percent the rate set in
4.4.1.1. On each annual anniversary date thereafter, the maximum
allowable rate will be raised by 15 percent above the prior year
maximum allowable rate.

4.4.1.3. Kendall shall give the Commission a 60-day notice and
customers a 30-day notice of rate increases.

4.4.2. Kendall may reduce the price for any Other Essential Service on a
one-day prior notice filed with the Commission.

4.4.3. Kendall may alter the rate structure for any Other Essential Service
on a 10-day prior notice to the Commission, provided that the preexisting
rate structure continues to be offered to customers.

4.5. Pricing of Other Services.

4.5.1. Pursuant to Wis. Stat. § 196.196(3)(c), Kendall may change its
prices for Other Services without any pricing restrictions. These services
shall not be regulated by the Commission except that Kendall shall give
customers 30 days written notice of any increase in rates for Other
Services before the customer is billed at the increased rate.

Infrastructure Deployment.

5.1. Kendall will continue to improve its network infrastructure in order to ensure
the availability of reliable, high quality telephone service throughout its service
territory.

5.2. Kendall shall regularly assess customer needs and demands for new services
and capabilities including those of competitors.

5.3. Kendall shall fund capital construction, including service improvement and
network modernization, at levels adequate to meet the immediate as well as long
range needs of its customers and competitors.



5.4. Kendall will meet with Staff as necessary to explain any problem areas.
6. Service Quality.

6.1 Kendall shall continue to comply with all current Commission service quality
rules (Wis. Admin. Code ch. PSC 165) and any future changes to these rules. The
Commission will only consider the following minimum service quality standards
to ensure compliance under this Plan. For determining compliance under this
Plan, the Commission shall not consider Kendall’s compliance with the service
quality standards in Wis. Admin. Code PSC ch. 165. The minimum service
quality standards are as follows:

6.1.1 Average Time Interval for Installation

6.1.1.1 Five business days for average time interval for installation
of access lines without a customer requested due date.

6.1.1.2 94 percent of access lines installed no later than the
customer requested due date.

6.1.2 Regulated Trouble Index

6.1.2.1 20 annual initial trouble reports per 100 lines company-
wide.

6.1.2.2 An average rate of all customer trouble reports in an
exchange no greater than five per 100 access lines per month for at
least 10 months in any calendar-year period.

6.1.3 Average Time Out of Service

6.1.3.1 14.56 hours for average time out of service on an average
annual company level performance.

6.1.3.2 95 percent of all routine out-of-service troubles cleared
within 24 hours for at least 10 months in any calendar-year period.

6.1.4 Percent Repeat Regulated Trouble Reports
6.1.4.1 15.10 percent repeat trouble reports
6.2 Kendall shall tariff and provide a service guarantee pledge for Basic Local

Service to its customers. The service guarantee shall be similar to the service
guarantee pledge currently tariffed for other CenturyTel Wisconsin companies.



6.3 Kendall will meet with Commission Staff as necessary if it does not meet any
of the minimum service quality standards in 6.1.

7. Competitive Commitments.

7.1. Kendall has and will continue to allow other telecommunications providers
certified by the Commission to provide service in its service territory.

7.2. Kendall will continue to make its local network available to competitors both
for resale of telecommunications services at wholesale rates and interconnection
of facilities and equipment upon receipt of a bonafide request from providers
certified by the Commission.

7.3. Kendall will continue to offer a wholesale price list for retail
telecommunications services and will continue to enter into interconnection
contracts with other providers. Wholesale rates shall be based on retail services
provided to end-user customers, less costs that can actually be avoided with
respect to services sold at wholesale and such costs are included in the retail
prices of resold services. Interconnection contracts will continue to be governed
by applicable laws.

8. Exogenous Changes.

8.1. With Commission approval, Kendall may adjust the prices of any service(s)
due to the financial impacts of governmental actions. For purposes of this section,
the term exogenous change shall mean a change in any single government
mandate, rule, regulation, or statute which causes a change in Kendall total
intrastate regulated revenue, expenses, or plant in service, of more than 1 percent
in any twelve-month period, as compared to the base period. The base period shall
be the later of the following: the twelve-month period immediately preceding the
effective date of this Plan, three years prior to the proposed exogenous change, or
the period covered by the last exogenous change for the same governmental
actions. Such governmental actions may include, but are not limited to, the
following:

8.1.1. Separations matters (involving the separation of investment,
expenses, and revenues, between the intrastate and interstate jurisdictions).

8.1.2. Taxes (federal and state income taxes, and property or similar
taxes). '

8.1.3. Accounting rule changes.
iy
8.1.4. Switched access revenues.

8.1.5. Expansion of EAS and ECC calling area and changes in rates.



8.1.6. Other federal, state, or local governmental activity (including
legislative, judicial, and administrative events).

8.2. In such an event, Kendall may request the Commission to adjust the rates
accordingly. Kendall shall give 30-day notice of the rate change to its affected
customers and the Commission. The notice to the Commission shall include a
description of the governmental action, the proposed adjustment to prices, the
duration of the adjustment, and the estimated revenue impact of the governmental
action. Kendall may request price adjustments to reflect the financial impact of
governmental actions at any time under this Plan.

8.3. The Commission shall approve the request if the Commission finds that:

8.3.1. The governmental action causing the financial impact has been
correctly identified.

8.3.2. The financial impact of the governmental action has been accurately
quantified.

8.3.3. The proposed rates produce revenue covering only the financial
impact of governmental actions.

8.3.4. The rates would be applicable to the appropriate class or classes of
customers.

8.3.5. The governmental action has caused the financial impact under 8.1.

8.4. Upon complaint filed by an affected party or on the Commission's own
motion, the Commission may initiate an investigation of a proposed rate change
within 30 days after receiving the request. Such investigation shall be limited to
the financial impact of the proposed change and not include a rate-of return
analysis. If the Commission does not initiate an investigation within 30 days after
receiving the request, such request shall go into effect as filed by Kendall. Within
60 days after initiating an investigation and following an opportunity for hearing,
the Commission shall issue an order approving, modifying or rejecting the rate
change. If a hearing is held, the time within which the commission may issue an
order may be extended by 30 days. The Commission may suspend a proposed rate
structure alteration or rate increase pending the issuance of the order. If the
Commission does not act within 60 days (or 90 days if a hearing is held) after
initiating an investigation, then the request shall go into effect as filed by Kendall.

8.5. The Commission may, on request of Kendall or another interested party, or
on its own initiative, require Kendall to adjust prices for circumstances that meet
the above criteria.



9. Educational Commitments.

9.1. Kendall shall comply with the federal legislation requiring the provision of
services to elementary schools, secondary schools, and libraries for educational
purposes at rates less than the amounts charged for similar services to other
parties.

10. Reporting.

10.1. Kendall shall annually file the necessary information to ensure compliance
with all elements of the Plan on each anniversary date. Such reporting shall be for
the prior calendar-year period and include:

10.1.1. Statement describing how Kendall has continued to maintain and
improve its network infrastructure in order to ensure availability of
reliable, high quality telephone service throughout its service territory and
meet the immediate as well as long range needs of its customers.

10.1.2. Statement describing efforts in assessing customer needs and
demands for new services. The statement shall be accompanied by the
results of any customer survey completed in the past plan year as detailed
in5.2.

10.1.3. Comparative analysis of service quality standards for the prior
period, showing actual performance compared to the service quality
standards set forth in 6.1.

10.1.4. A schedule showing all credits issued to customers under Kendall
service guarantee pledge in §6.2.

11. Earnings Reviews.

11.1. While this Plan is effective, the Commission shall not undertake any
earnings review of Kendall, nor shall the Commission review a rate increase
except as provided in 4.2.1.3.

12. Waiver of Statutes.

12.1. Beginning on the effective date of the Plan and during the life of the Plan,
Kendall shall not be required to adhere to the following statutory provisions:
Wis. Stat. ch. 201, Securities of public service corporations.
196.02(2), Commission’s powers

196.05, Public utility property; valuation; revaluation.

196.12, Report by public utilities; items.

196.13(2), Commission's report.



196.19 (1m), (4), and (5), Publish schedules; regulations; files; joint
rates. Subsections suspended relate to new telecommunications
services and joint rates.

196.20 (except 1m), Rules on service, changes in rates.

196.26 Complaint by consumers; hearing; notice; order; costs, only
for rates, tolls, charges or schedules pursuant to Wis. Stat ch.
196.26(4)(b).

196.28, Summary investigations, only for rates tolls or charges.
196.37, Lawful rates; reasonable service, only for rates, tolls, or
charges

196.49, Authorization from commission before transacting business;
extensions and improvements to be approved; enforcement of orders;
natural gas.

196.604, Rebates, concessions and discriminations unlawful.
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